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Abstract
Savings is the balance out of income but is not spent on current consumption. Because we cannot anticipate what
would take place in the future, we should set aside some money for unexpected events or emergencies. Without
savings, unexpected events can become large financial burdens. Therefore, savings helps an individual or family
become financially secure. Due to limited savings and with such low income levels, we are mostly depending on
debts to finance our consumption. Currently, Malaysia household debt is amongst the highest in Asia, at 86% of
GDP. There are many factors influencing savings rate in Malaysia. The paper aims to measure the economic
variables that may significantly influence toward savings rate in the country.
Keywords:savings rate, Consumer Price Index (CPI), economic growth
1. Introduction
Saving is an important activity of individual and business organization. In developing country like Malaysia,
savings play an important role as a catalyst for economic growth and development. Since 30 years ago, Malaysia
has experienced various progress and changes on economic condition. Not too distant ago, the country high
savings rate was instrumental to lessen the negative impact of the financial crisis in 1987. By right, saving
encourages investment triggering further growth of a country economy. According to Harrod (1939) and Domar
(1946), the speed of economic growth is characterized by the ability to save by its people because high savings
rate will drive up the rate of investment and consequently will stimulate economic growth. Savings rate is
most-widely indicator as a source of economic growth such as in a recent finding by Zulkhibri and Abdul Rani
(2016). The authors extended existing literature on savings to include savings bonds raised by the Malaysia
government to finance development expenditure and working capital.
2. Literature Review
There were several researches on the importance of savings had been carried out in multi context such as
individual savings behaviour, household savings pattern as well as at the national savings level, and the word
“saving” indicated far more broad-based meanings with numerous explanations. In economic contexts, savings is
defined as the residual income after deducting current consumption over a certain period of time (Browning &
Lusardi, 1996; Warneryd, 1999). Eriksson and Hermansson (2014) deepened the understanding of the
relationships between banks’ advisors and individual customers. The authors provided a more holistic approach
to savings behaviour explaining factors that influenced individuals’ ability and willingness to save.
In a related study on savings behaviour among Malaysians, Loke (2016) discovered that low and seasonal
income earners tend not to live within their means. The findings highlight the importance of savings. The
following Table 1 tabulates the rate of Gross Savings as a percentage of GDP among the 8 Asean countries and
the same information is in bar chart in Figure 1. The following Figure 2 shows the average rate of Gross Savings
of the 8 Asean countries.
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Table 1. Data on gross savings (% of GDP) for ASEAN countries
Country/Year

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

Average

Brunei
Malaysia
Philippines
Singapore
Myanmar
Thailand
Vietnam
Indonesia

53.4
38.8
52.8
47.5
0.0
28.7
35.6
27.9

49.9
38.8
52.2
49.2
0.0
32.1
31.5
26.0

61.8
38.5
52.2
45.0
0.0
29.7
27.2
26.4

50.9
33.4
58.0
44.6
0.0
28.5
28.5
31.1

0.0
33.5
60.8
51.7
0.0
28.3
30.5
32.6

0.0
34.1
44.9
47.6
0.0
29.2
27.7
33.0

58.3
30.9
43.2
47.9
0.0
27.9
32.0
32.2

0.0
29.4
45.3
48.1
0.0
27.1
30.1
30.5

0.0
29.3
46.4
48.8
0.0
27.5
30.4
31.0

0.0
28.0
44.9
46.1
0.0
0.0
26.9
0.0

27.4
33.5
50.1
47.7
0.0
25.9
30.1
27.1

Note. created from the World Development Indicators Series: Gross savings (% of GDP).
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Figure 1. Gross savings (% of GDP)
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Figure 2. Average gross savings (% of GDP) among 8 ASEAN countries
Note.Created from: World Development Indicators Series: Gross savings (% of GDP).

2.1 Methodology and Hypothesis Development
According to Kerlinger (1986), hypothesis is a statement that consists of independent and dependent variable
that have relationship and will produce certain results. Once hypothesis was developed, the researcher would
know the variables that had been used are valid or not (Sekaran, 2003).
In a recent study by Ruefenacht, Schlager, Maas, and Puustinen (2015), societal norms and values - defined as
the interaction between the individual and his or her environment, friends and family - were discovered to
influence long-term savings attitudes on individual consumers. The authors drew this conclusion based on 3,800
filled-out surveys returned by targeted respondents in 16 states of Germany.
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For this purpose of this study, the data used obtained from secondary data derived from various sources such as
World Bank Report, Bank Negara Malaysia (BNM) Report and Department of Statistic of Malaysia. The data
includes are both dependent and independent variables such as interest rate, consumer price index (CPI), and
national gross income per capita. The data selected is from 2006 until 2015. This analysis is carried out using
Regression Data Analysis.
3. Dependent Variable
3.1 Savings Rate
Household saving is by definition as the difference between a household’s disposable income (such as wages,
income of the self-employed and net property income) and its consumption levels (expenditures on goods and
services). The household saving rate is arrived at by dividing household savings by the disposable income of a
household. According to Yong, Siah, Teh, and Ooi (2008), savings is an excess of resources available in
economy that assist to the growth and development process. On the other hand, negative savings rate indicates
that a household spends more than it receives as regular income and finances some of the expenditure either by
incurring debt or through gains arising from the sale of assets (financial or non-financial) or by running down
savings which have been accumulated in the past.
4. Independent Variables – Interest Rates, Consumer Price Index (CPI) and Gross National Income (GNI)
Per Capita
4.1 Interest Rates
Interest rates determine the amount of interest payments that savers will receive on their deposits. An increase in
interest rates will make savings more attractive and should encourage savings rates. Contrary, a cut in interest
rates will reduce the rewards of savings and will tend to discourage savings as well. However, in the real world,
it is more complicated. The link between interest rates and savings is not clear because many factors affect
savings rates. Boskin (1978), Giovannini (1983), Mackinnon (1991), Ozcan and Ozcan (2000) agreed that the
interest rate elasticity of savings is weak. In view of increasing of household debts in Malaysia, it is becoming
increasingly difficult to ignore the important interest rates in attracting savings.
4.2 Consumer Price Index (CPI)
CPI is a measure that examines the weighted average of prices of a basket of consumer goods and services, such
as transportation, food and medical care. It is calculated by taking price changes for each item in the
predetermined basket of goods and averaging them. Changes in the CPI are used to assess price changes
associated with the cost of living; the CPI is one of the most frequently used statistics for identifying periods of
inflation or deflation. Zulkhibri and Abdul Rani (2016) used the annual growth of CPI as an indicator of
inflation.
4.3 Gross National Income (GNI) Per Capita
Gross National Income (GNI) per capita is defined as the sum of value-added by all producers who are residents
in a nation, plus any product taxes (minus subsidies) not included in output, plus income received from abroad
such as employee compensation and property income. GNI measures income or output received by a country
both domestically and from overseas. In this respect, GNI is quite similar to Gross National Product (GNP),
which measures output from the citizens and companies of a particular nation, regardless of whether they are
located within its boundaries or overseas.
The model given below in conceptual and theoretical form to investigate the impact of Interest rate, Consumer
Price Index and Gross National Income per capita on Savings rate in Malaysia.
Savings rate = ƒ (interest rate + CPI + GNI)
Y = a + b1X1 + b2X2 + b3X3 + µ
Where;
Y

= Savings rate in Malaysia

a

= intercept

X1

= interest rate

X2

= CPI (consumer price index)

X3

= GNI (gross national income per capita)

µ

= error term
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5. Empirical Results
Table 2. Regression results
Intercept
Interest rate
Consumer Price Index (CPI)
Gross National Index (GNI) per capita

Coefficient

Std. Error

T-statistics

P-value

33.07
4.82
0.32
-0.00

26.08
1.67
0.47
-0.00

1.26
2.88
0.69
-1.80

0.25
0.22
0.51
0.21

R-squared
Adjusted R2
F-statistics
Significance F

0.95
0.92
36.59
0.00

Therefore, based on theoretical equation, we can write the results as follow;
Y = 33.07 + 4.82X1 + 0.32X2 – 0.00X3
Based on the results in Table 2, the Goodness of Fit is measured by the coefficient of determination, R Squared
(R2). It indicates the proportion or percentage of the total variation in the dependent variable Y is explained by all
the dependent variables X. The results shown the R2 result is 0.95 which means that Savings rate is 95%
explained by regression equation based on Interest rate, Consumer Price Index (CPI) and Gross National Income
(GNI). This findings support an earlier study by Eriksson and Hermansson (2014) which deepened and
broadened the understanding of the associations of banks’ advisors and the savings activity among banks
customers. The authors propose three savings behaviour theories that influence savings behaviour.
F-statistic value is 36.59, while the Significance F-value 0.00. F-value of less than 0.05 means that dependent
variable and independent variable are statistically significant in the model; however, Consumer Price Index (CPI)
and Gross National Income (GNI) per capita are not acceptable due to P-values is more than 5%.
Based on the table above, the P-value for interest rate is 0.02. The result also reveals that there is a positive
relationship between interest rate and savings rate. In a rather limited study conducted only in Germany
Ruefenacht, Schlager, Maas, and Puustinen (2015) documented perceived importance of societal norms to have a
positive influence on savings attitudes among the 3,800 individual respondents in the 16 states of the country.
The P-value of Interest rate is 0.02<0.05 meaning that independent variable (interest rate) is significantly
affected rate of savings. 1 unit increasing in interest rate would increase the savings rate for 4.82 units.
Meanwhile, for the Consumer Price Index (CPI), it also has a positive relationship with the savings rate, but
lower than interest rate factor at 0.32 units. Any changes in Consumer Price Index (CPI) have only affected 32%
of savings rate. This condition might occur due to people have been affected with increasing in price of the
consumer goods and services over the specific time measured. Interestingly, in a recent study on the effects of
CPI in Non-Performing Loans (NPL) among banks in Malaysia, Mohd Isa and Zulkifflee (2017) found a
negative association between the variables. The authors discovered that CPI did not cause a rise in NPL.
In addition, for the effect of Gross National Income on Savings rate, the result showed that the rate had not been
affected by the Gross National Income (GNI) per capita. Conversely, according to Baharumshah & Soon (2014)
the output growth has been negatively affected by inflation. In other words, the authors concluded that an
increases in inflation uncertainty resulted in decreases in output uncertainty.
6. Conclusion
Saving is an important indicator of economic development where it is viewed as an element which finances
domestic investment to achieve economic growth. The purpose of this paper is to examine the savings behavior
in Malaysia. The theoretical framework explains the dependent and independent variables, and the results show
that independent variables have different effects towards savings rate in Malaysia. There are positive
relationships that exist for the interest rate and consumer price index with the savings rate, but negative relation
with the gross national income per capita. Besides, there are other factors that might determine the savings rate
in Malaysia as mentioned above and the most important factors is economic conditions. People will increase
their savings in good economic conditions but reduce their savings when the economy worsen and expenses
become higher.
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